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AUG' 5 1996'
Mr. William F. Caton, Acting Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554

EX PARTE: Federal-State Joint Board on Universal Service
CC Docket No. 96-45

Dear Mr. Caton:

Yesterday representatives of GTE Service Corporation, GTE Telephone Operations and
Charles Rivers Associates met with Elliott Maxwell, Jay Atkinson, David Krech, Bob
Loube, Pat DeGrabe, Bill Sharkey, Anthony Bush, Luis Enriquez, Evan Kwerel, Greg
Rosston and Bob Pepper to discuss GTE's proposed auction mechanism. The meeting
focused on the auction mechanism described by GTE in filings submitted earlier in the
above-captioned proceeding. The attached were used to augment the discussion.

Please call me if you have any questions.

Sincerely,

Whitney Hatch

Attachment

A part of GTE Corporation
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Advantages of Auctions

• Market process:
- Sets support levels

- Identifies efficient providers

- Determines market structure

• Objective, transparent and fair procedure

• Information revealed by auction avoids the
need for repeatedly updated cost studies

•



Key Auction Features

• One shot simultaneous sealed bid process

• Multiple Carriers of Last Resort can win
- All bidders within a given margin can receive

subsidies

- Market structure is endogenous

• Date of entry is endogenous

• Reserves based on traditional cost models

•



UNIVERSAL SERVICE
GTE AUCTION PROPOSAL

August 1996

• Feature I • Descnptlon i • Public Policy BenefIt

Bidding • Provide for a single-round, • Minimizes explicit and implicit
procedure sealed-bid procedure collusion among bidders

• Provides simple, inexpensive
process to determine
successful bid

Frequency of • Conduct auctions twice a year • Allows entry to occur when
auctions on specified dates market conditions permit

Trigger for • Allow potential bidders to • Gives carriers opportunity to
initiating auction nominate service areas in which enter market as COLRs
process they are interested for inclusion

in an auction

Size of service • Use small, homogeneous • Helps ensure that service area
area up for bid service areas (census block has customers with similar cost

groups or CBGs) characteristics which minimizes
"cherry picking"

"Reserve" or • Establish "reserve" to begin • Allows auction to proceed even
maximum bidding that is equal to the when cost estimate is too low
support level difference between standard

rate for basic service package • (Corrects "selection bias")
and a multiple of the estimated
cost of providing the package

Number of • Allow multiple COLRs to • Introduces competition in the
COLRs allowed provide universal service if their local exchange market while

bids are within a predetermined promoting competition for the
percentage of the highest market
accepted bid

• Determines number of COLRs
endogenously
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• Feature I • Descnptlon i • PublIc Policy BenefIt

Amount of • Provide same amount of • Avoids creating distortions in
universal support to all successful COLRs the expected competition
service support based on highest accepted bid among successful COLRs

• Sets support level that is
sufficient and competitively
neutral

COLR • Require successful bidders to • Helps ensure that what a bidder
obligations for fulfill COLR obligations with wins is of significant value
successful performance standards for
bidder(s) three years • Makes support level highly

predictable over three years

Bid Withdrawals • Allow successful bidder to • Balances opportunity for
withdraw bid if it fails to win carriers to obtain cost synergy
other desired service areas (but in serving multiple service areas
must pay penalty for with a manageable auction
withdrawing) process

Pre-qualification • Require prospective bidders to • Discourages "fly-by-night"
demonstrate credible ability to bidders
provide service

• Ensures fitness of bidders

Default penalties • Establish penalties for COLR • Discourages frivolous bidding
that defaults on its obligations

• Discourages COLRs from not
fulfilling their obligations

Transferability of • Allow successful bidder to • Allows bidder whose costs are
COLR obligation transfer COLR obligation to unexpectedly high to transfer

another party obligation to a more efficient
provider


